Comments of the Natural Resource Defense Council to the Louisiana Department of
Environmental Quality

Clean Power Plan Listening Session

31 March 2016

Thank you for accepting these comments on the opportunity for Louisiana to prepare and submita
smart State Plan as required by the Clean Power Plan —the regulationsimplemented by the EPA under
the Clean AirAct. We commend the DEQ for holdingthis listening session and appreciate the invitation
to participate.

| submit these comments on behalf of the Natural Resources Defense Council (NRDC). NRDCis a non-
profitenvironmental organization representing 1.4 million members. NRDCuses law, science,

community planning and the support of its membersto ensure asafe and healthy environment forall
living things. One of NRDC's top priorities is to reduce emissions of the air pollutants that are causing

climate change.
CPP isan Opportunity for Louisiana

Thislistening session isagreat start for Louisiana Dept. of Environmental Quality. We strongly
encourage you to continue the conversation with all stakeholders beyond this session. We are confident
that through these conversations you will find that Louisiana has an opportunity togainin many ways by
pursuing a state planto reduce carbon emissions from power pants. Doing sowill delivervalue tothe
people of this state and cost less than if we continue on a “business as usual” pathway.

The CPP gives Louisiana substantial flexibility to implement a state plan to reduce emissions, including
cooperating with otherstates on allowance trading regimes. We strongly encourage DEQ, the PSC, and
all stakeholderstowork to explore alternatives and possibilities —this work will deliver benefits tousaall
inthe form of a betterstate plan.

A state plan will push powergenerators toward finding the lowest-cost mix of resources. Participating
ina systemwith otherstatestotrade allowances will further push utilitiesand otherstoinvestinthe
lowest-cost mix of supply to meet our powerneeds.

In some cases this will mean running high-efficiency gas plants for longer periods, while ramping down
the costliest (and dirtiest) coal plants. Insome cases, it will mean utilities operating low-cost energy
efficiency programs (such as weatherizing homes, or offering incentives for high efficiency equipment),
instead of building anew power plantto provide peak powerforafew hours each summer day.

Efficiency turns out to be cheaperin many instances than generating powerin otherways. Alongthe
way it improves housing for Louisiana’s families. Louisiana should take advantage of demand-side
energy efficiency asa compliance strategy to the greatest extent possible. Asthe Departmentknows,
Louisiana’s state plan must be developed in dialogue with otheragencies such asthe PublicService
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Commission, which has primary authority over how many Liouisiana utilities plantoacquire power
resources to meetdemand and growth.

Stakeholderengagement will show the CPP gives Louisiana flexibilitytoimplement standards in away
tailored to our state and ina way that ensures reliability of the electricity system.

We strongly encourage you to give particularattention to the values available to low and moderate
income Louisiana families. The families beara disproportionate burden from harmful pollution, are
overburdened by home energy prices and these families could benefitgreatly fromthe kinds of
programs encouraged by the CPP.

Reducing emissions of other pollutants that harm health of our kids and families (like carbon monoxide
and sulfurdioxide, particulates), and in the process reducing asthma attacks and otherrespiratory
illnesses and saving lives.

Our analysis suggest Louisiana could be poised to capture substantial value from allowancesin a mass-
based system. Allowances can be sold to others (in Louisiana and in other states depending on how DEQ
implements). Itraisesa question about how allowances are allocated. We encourage DEQto assure
that an allowance system does not reward generators for polluting. Benefits from any allowance system
must flow to all Louisiana citizens, encourage development of clean energy, and protect low-income
communities. In other states, we have seen evidence that an auction system can be the simplest, least
costly, and most efficient way of distributing allowances.

Specifically, we urge the Department of Environmental Quality (DEQ) to:
1. Committo implementingthe Clean Energy Incentive Program; and
2. Focusincentivesonthe hard-to-reach low income housing sector
3. Capture the full value of carbon allowances for public benefit

Introduction to CEIP

The following portion of our comments describe the Environmental Protection Agency’s (EPA) proposed
Clean Energy Incentive Program (CEIP), which states may use to gain extra value from early investments
inwindand solarpowergeneration and demand-side energy efficiency measures (EE) in low-income
communities. These comments focus on the CEIP’s provisions for delivery of energy-efficiency to low-
income communities. Reducing barriers to EE in low income communities will help ensurethatthe
benefits of the Clean Power Plan are shared broadly across society.

Home energy expenses are asignificantand growing component of low-income household budgets.
Households that earn less than the national medianincome spend 17 percent of theirbudget on energy



costs*. Nominal spending by renters on home energy increased by 53 percent from 2000 to 2010,
comparedto a 22 percentincrease in spendingonall othertypes of goodsand services®.

In Louisianathese issues are particularly acute. Home energy expenses are often a crippling financial
burden forlow income Louisiana households. Louisiana households with i ncomes of below 50% of the
Federal Poverty Levelpay, on average, 26% of theirannual income simply for theirhome energy bills>.
This amounts to more than 145,000 Louisiana households who live with income at or below 50% of the
Federal Poverty Leveland face a home energy burden of 26%*. Additionally, more than 183,000
Louisiana households live with incomes between 50% and 100% of the Federal Poverty Leveland face a

home energy burden of 14%°.

Giventhese realities, there is alarge opportunity in Louisiana toimprove energy efficiency in homesand
buildings, which can deliveradded benefits when implemented where lowincome peoplelive. This
opportunity has historically been under-served. By providing an added incentive forenergy efficiency
projectsinthe homesand buildings where low-income people live, the CEIP can help address this
problem. Louisianaalso gains additional value by improving these structures for future residents.

Benefits forlow income utility customers

Recentresearch by Synapse, Inc. compared costs associated with state implementation plans that
maximize available energy efficiency strategies (called the “Synapse-CPP” scenario)to a future in which
statesare notimplementingthe Clean PowerPlan (“No CPP”). They found that households in states that
fail to implement the Clean Power Plan should expect higher electricbills (about $17 per month higher
in 2030) than householdsin statesthatdoimplement the Clean Power Plan®.

Additionally, the Synapse study found that state s with higherthan average poverty rates, coupled with
the lack of existing Energy Efficiency Resource Standards (EERS) would seethe highestgains in bill
savings from implementing the Clean Power Plan and incentivizing efficiency in low income housing’.
The study expects Louisiana to achieve bill savings of approximately $17 per month on average for
consumers by investingin energy efficiency. The correlation between high rates of povertyand
inefficient housing combined with the lack of any preexisting statewide EERS to establish an efficiency
market leaves agreat deal of untapped savingsin Louisiana’s low income housing stock.

By focusing on energy efficiency in low income housing, Louisiana can reach compliance at a lowercost,
while providing real be nefits to consumers and the local economy. Investing in energy efficiency reduces
demand; saves utilities and customers the cost of having to build new generation capacity to coverthat
demand. Itis the construction of new generating units and the passing on of that costto customersthat
threaten energy affordability for low income and elderly households the most®. The CPPisan
opportunity to make smart decisions about ourenergy future, to benefit consumers, our publichealth

and environment.

' Ga ry Pivo, Unequal access to energy efficiency in US multifamily rental housing:
opportunities to improve (Building Research and Information, 2014), 42:5, pp. 551-573.
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2030 residential monthly bills savings from Clean Power Plan compliance (Synapse-CPP versus No
CPP); states with energy efficiency standards currently in place highlighted®
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Louisiana DEQ should commit to implementing the Clean Energy Incentive Program (CEIP)

To ensure these bill reductions reach low income communities and to reduce the overall cost of
achievingthe emission performance rates or state goals, LA DEQ should state earlyitscommitment to
implementing the Clean Energy Incentive Program (CEIP). Ene rgy efficiency is the cheapest way to
reduce carbon emissions.

The CEIP isa “matching program,” whereby the participating states provide early-action credits for
eligible projects and the EPA matches those credits from a federal pool of credits. Forevery two MWHs
of verified savings, an eligible EE project will earn four early-action credits — two from the state and
two from EPA.

Participationinthe CEIP is optional and states must declare theirintention with respectto CEIP
participation. Declaringearlyisinthe bestinterest of the state because it providesasignal toenergy
efficiency providersand property ownersto prepare projects foreligibility and verification.

EE Project Eligibility: projects are eligible for credit underthe CEIP if they:
o Arelocatedin or benefit the state that submitted the final plan;
o Commence operation afterthe submission of final state plan; and

o Resultinquantified and verified electricity savings (MWh) through de mand -side EE
implemented in low-income communities and save electricityin 2020 and 2021"°.

® http://www.synaps e-energy.com/sites/default/files /cutting-electric-bills-cpp-march2016.pdf




While the EPA is still finalizing the specific procedures and rules of the CEIP, the final CPP and the
proposed federal rule provide significant details about how the program will likely work. In short,
eligible RE or EE projects will receive early-action credits forrenewableenergy they produce orenergy
they save during the years 2020 and 2021. These credits canthen be transferred (traded) to affected
electrical generating units (EGUs) and used by those EGU’s for compliance during the 2022-2030 CPP
compliance period.

Focus on the hard-to-reach low income housing sector

An importantreason cited by the EPA for providing the CEIP isto “help ensure that the benefits of the
final rule are shared broadly across society and that potential adverse impacts on low-income
ratepayersare avoided.”** EPA rightfully states that there have been “historiceconomic, logistical, and
information barriers” toimplementing demand-side EE programs in low-income communities. These
barriers have increased the costs and restricted the availability of such programs.

The CEIP will best serve low income communities if itis focused on directly improving efficiency in the
spaces where people spend most of theirtime: housing. These efficiency improvements willalso
improve health, comfort and safety. We suggest that LA DEQ not generally open the CEIP to any energy
efficiency project that occursin low income areas. For example, if industrial efficiency projectsin such
areas qualify forthe CEIP, there is a substantial risk that CEIP program investments would be directed at
the industrial sector, diverting money and attention from the low income housing sector.

Low income households and building owners face a multitude of barriers when making efficiency
investments including: “splitincentives” and the need for upfront financing to pay for upgrades. Where
renters pay energy bills but owners make investmentsin durable equipmentin the building, neither
party can fully capture the benefit of aninvestmentin energy efficiency, leading to the splitincentive.
Since these tenantsare more likely to move, they have less incentive to spend theirown money on
efficiency since they will not enjoy the benefits of long-lived investments. Low income households,
including most renters, have little surplusin their budget to pay for the upfront cost of energy efficiency
upgrades. The upfront cost of efficiency investments are particularly acute for renters in multifamily
buildings, where closeto 50 percent of our nation's low-income renters live®?.

The Multifamily housing sector is of particularconcern as an untapped savings resource. The per-unit
annual payback on investment (APOI) for multifamily energy-efficiency retrofitsis actually betterthan
that for single-family homes. Despite this potential, multifamily rental housing (representing roughly
15%"® of total Louisiana housing) has been generally underserved by existing utility-sponsored energy
efficiency programs. However, multifamily housing offers the advantage of economies of scale not
available insingle-family homes. Itis easierto coordinate retrofits for multiple units that are contiguous
and a single intervention, such as an HVAC replacement, can improve efficiency in every unit inthe
building. By investing more resources into the multifamily sector, Louisiana can scale up energy

% Re Project Eligibility: projects areeligiblefor creditunder the CEIP ifthey: Are located in or benefit the state that
submitted the final plan; Commence construction after the submission of final stateplan (likely Sept. 2018 for GA)

; and Generate metered megawatt-hours (MWh) from any type of wind or solar resourcein 2020 and 2021.

1 80 FR 648311

= http://www.jchs.harvard.edu/sites/jchs.harvard.edu/files/jchs_americas_rental_housing_

2013_1_0.pdf.

 Here multifa mily housing stock includes properties with three (3) or more units within a portfolio.



efficiency programs much more rapidly than previously imagined, enabling real energy savings quickly
and at lower cost to compliance.

However, whilethe program should focus on the low income housing sector, project developers should
not have to verify the income of every household that benefits from the program. If a sufficient
percentage of people inacommunity are low income, then all residential en ergy efficiency projects that
occur in that community should be eligible. Projects that occur outside of defined low income
communities but primarily and directly benefit low income people should also be eligible.

Definitions of project eligibility should use income-based primary definitions, supplemented with
secondary definitions that use definitions from existing federal programs to identify low income people
orinstitutionsthat serve them.

We propose an “either/or” definition of project eligibility. Eligible projects are:

B residential energy efficiency in defined geographies, designed to capture communities of concentrated
poverty, or

projects and programsinside or outside of these defined geographies, which directly and primarily
benefitlowincome people, in the housing, school, municipal, and healthcare sectors

For the geographicdefinition, we propose thatalow income community be defined as a censustract
with poverty rates of 40 percent or more, or, alternatively a census tract where 40 perce nt or more of
the households earn less than HUD's very low income limit forthe appropriate jurisdiction.

Outside of these geographically defined low income communities, eligibility criteriawould be sector-
specific:

For single-family, the following would be eligible:

1. projectsinhouseswhose rentsare affordable (no more than 30 percentofincome) to low
income tenants, using HUD's low income limits forthe relevant geography

2. projectsinhouseswhere residents earn no more than HUD's low income limit fort he relevant
geography

3. projectsinhouseswhose residents orowners already qualify or participate in federal affordable
housing programs, including the Housing Choice Voucher Program, Section 521 Rural Rental
Assistance Program, Section 502 Direct Loan Program, Single Family Housing Guaranteed Loan
Program, Weatherization Assistance Program, Low-Income Housing Tax Credit, and Low Income
Heating Assistance Program

4. electricutility, state, orthird-party administered programs where 80 percent of the participants
earnlessthan HUD's low income limit, orwhere 80 percent of the participants qualify or
participate inthe above-listed programs

For multi-family, the following would be eligible:

1. projectsinbuildings whoserents are affordable (no more than 30 percentofincome) tolow
income tenants, using HUD's low income limits forthe relevant geography

2. projectsinbuildings thatalready qualify or participate in federal affordable housing programs,
includingthe Section 8 Project-based Rental Assistance Program, Section 202 Supportive
Housing forthe Elderly Program, Section 811 Supportive Housing for Persons with Disabilities
Program, Section 521 Rural Rental Assistance Program, Section 515 Rural Rental Housing Loans



program, the Weatherization Assistance Program, homeless assistance programs administered
by HUD, and Low-Income Housing Tax Credit

3. electricutility, state, orthird-party administered programs where 80 percent of the participants
earn lessthat HUD's low income limit, or where 80 percent of participants qualify or participate
inthe Housing Choice VoucherProgram, the Low Income Heating Assistance Program, orthe
above-listed programs

LA DEQ should also examine project development strategies that bundle retrofits across sectors, like
BlocPower™. BlocPower works with community leaders and institutions to assemble four or more
buildings infinancially underserved communities into a “block” of potential retrofits. This method
increases project size, spreading performancerisk and reducing costs. This method could increase the
attractiveness of energy efficiency projects in low income housing, by bundling these projects with more

cost-effective municipal, school, or hospital projects.

Retrofittinga municipal building, school, or hospital that serves primarily low income people can provide
indirect benefits: loweroperating costs could be reinvested into programs that benefit these customers.
Because this sectoris generally more easily served by energy efficiency programs and the ESCO industry
than low income housing, LA DEQ should ensure that these projects do notabsorb a large portion of the
potential CEIP credits. LA DEQ can do this by; a.) limiting the portion of the energy efficiency pool that
can be taken by such projects, orb.) requiringashare of the total energy savings from such projectsto

come from residential efficiency.

While the EPA s still finalizing the specific procedures and rules of the CEIP, the final CPP and the
proposed federal rule provide significant details about how the program will likely work. In short,
eligible RE or EE projects will receive early-action credits forrenewable energy they produce orenergy
they save during the years 2020 and 2021. These credits can then be transferred (traded) to affected
electrical generating units (EGUs) and used by those EGU’s for compliance during the 2022-2030 CPP

compliance period.

Form of the Early-Action Credits: the form of the early-action credits earned by a CEIP-eligible project
depends onwhattype of compliance approach the state chooses.

o Mass-based—undera mass-based plan, the credits willbe in the form of allowances to
emitone ton of CO,. Each state “creates” one allowance forevery ton of CO, that
affected EGUs are permitted to emit during the compliance period. The total allowances
available underastate planrepresent the state’s emissions budget overthe compliance
period. Each affected unitin the state mustretire an allowance forevery ton of carbon
it emits during the compliance period. States may allocate these allowances directly to
the affected EGUs and/oranotherentity(ies), dependent upon the state allocation
methodology selected. Louisiana should avoid, afree allocation based on various
historicEGU performance characteristics, such aselectrical output, heatinputor
emissions as these would fail to capture the economicvalue of the allowances.

L www.blocpower.org

& Allocatingallowances to affected EGUs may be done in several ways, includinganauction or output based
allocation scheme. Additionally, states can set-aside allowances prior to allocation for particular purposes, such
as participating in the CEIP, supporting RE or combating “leakage” to new units. Each decision has important

public policyimplications.



o Rate-based-—undera rate-based plan, the credits will be in the form of Emission Rate
Credits (ERCs). Each ERC will represent one MWh of “clean ene rgy.” Each affected unit
can use ERCs to adjust its emission rate (by adding that MWh to the denominator of its
emission rate) to meetitsrequired rate.
Allocating CPP Allowances and CEIP Set Aside

LA DEQ has a number of options forallocating CPP allowances - which represent permitsto pollute and
thus have an economicvalue to Electric Generating Units (EGUs) or power plants. How allowances are
distributedisanimportantinfluenceinincentivizing energy efficiency in affordable housing. Giving away
allowancesbased on historicemissions rewards the dirtiest generators and penalizes cleanerones and
would amount to a windfall for EGUs since more pollution means more allowances received for free.

LA DEQ should ensure to capture the economicvalue of those emissions permits for publicgood,
including:

a.) Incentivizing efficiency and renewable energy generation,
b.) Funding climate change mitigation, adaptation and resiliency programs,

c.) Protecting against environmental justice impacts or regional economicdevelopmentinregions
adversely affected by economicimpacts of declining fossil fuel use.

There are three potential options for capturing the value of these allowances for publicbenefit:
1. Auctionthe allowancesdirectly
2. Auctionthe allowancesthrough Electric Distribution Companies
3. Distribute allowances based on the verified output from energy efficiency savings

All carbon allowances have adollarvalue —regardless of whetherauctioned orgivenfreely. The
question before policy makersis simple: willthat dollarvalue be recovered and reinvested for consumer
benefit, or passed on togeneratorsasa windfall profit? By capturing the value of allowances, LA DEQ
would generate hundreds of millions of dollars to advance the interest of the publicoverthe life cycle of
the CPP compliance process. The chart below shows what Louisiana can generate through afairpricing
of allowancesintwoyearincrements at prices of $6/$10/$15 per ton. By comparison, the state of
Californiaauctionsitsallowancesata price just above $12 perton whereas most market analystwould
put the true price closerto $22 perton.

’ Total Average Value of Allowances in Louisiana ($ Million)

Allowance value 2022-2024 2025-2027 2028-2029 2030

$6 $253 $235 $223 $215

$10 $422 $391 8371 $359

$15 S634 $587 $557 $538




CEIP Allowance Set Aside

Louisianaiseligible toreceive as much as, 1,497,428 short tons of annual allowance set asides for
implementing CEIP and a three yeartotal of, 4,492,283 short tons. Proposing a50/50 splitof the total
number of allowances between energy efficiency and renewable energy projects, Louisiana would have
approximately 2,246,142 short tons of energy efficiency allowances available under CEIP. If traded at a
value of $4 a ton, these allowances would equal atotal economicvalue to Louisiana consumers of,
$17,969,134. In addition, a potential study by the Energy Efficiency for All Coalition found that the
economicbenefits of investmentsin energy efficiency were found to be in the ballpark of $3.00 for
every $1.00 invested in AMF sectoralone.

CLOSING CONSIDERATIONS AND NEXT STEPS

The CEIP offersanimportant opportunity for Louisiana. It can provide the state with a low cost
compliance option while providing meaningful help to the state’s poorest electricity customers and
stimulating the development of new energy efficiency projects and technologies. LA DEQ should work
with the state PSC, LA Housing Corporation, local utilities, and other stakeholders to refine its approach
and develop asound blue print for Louisiana’s participation in the CEIP.

Khalil Shahyd - Project Manager

Urban Solutions Program

Natural Resources Defense Council

1152 15" Street NW, Washington, DC 20005
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http://www.energyefficiencyforall.org/




